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Valuing the Inventories of Motion-picture
Producers
By William R. Donaldson

“Purveyors of romance” might well be the words written
across the shop windows and office doors of motion-picture
producers. For that has become their major means of livelihood
in the thirty years elapsing since the first regular “ movie-theatre”
opened in 1895 at the Cotton States Exposition at Atlanta,
followed soon by Vitascope Hall in New Orleans and the projec
tion of moving pictures, the new “marvel of the age,” at Koster
and Bials’ Music Hall in the city of New York.
Emerging from the peep-hole stage at the close of the 19th
century, this “infant industry” (as producers and bankers liked
to call it) rapidly grew to lusty proportions until in our present
decade it has taken its place with its elder industries and at
tracted the favor of the investing public.
No matter where one travels, there is ample evidence that in
this comparatively short space of years the whole world has bowed
to the influence of motion pictures. In great golden palaces of
the big cities, faced with colored flashing lights, as well as in the
tiny, rough, boarded structures with vividly colored posters at
their doors, seen sandwiched between telegraph poles as the train
goes whizzing through desert or mountain settlements, the quest
for romance goes on daily. The “customers” come thronging
in with eager, expectant faces to buy a necessity of life—a thrill
for themselves and forgetfulness of their troubles in the tales of
romance that the merchant unfolds for them across the counter of
the screen. His stock in trade is soon consumed, and tomorrow
night he must again offer a bargain sale of fresh up-to-date goods
in patterns of the exotic Orient or of the stately middle ages or
of the refreshing north woods. Like all careful merchants, on
the closing day of the year he must go to his shelves, sort and
count and value his stock that he may cast up his accounts for
the year and prepare his reckonings to the sovereign governments.
“How shall we properly value our stock of romances?” he asks.
The answer comes from his accounting department where in cold
dollars and cents his goods must be appraised.
Inventories of over $70,970,000 are carried by the motion
picture companies listed on the New York stock exchange.
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From lately published balance-sheets total tangible assets and
inventories of these companies are as follows:

Famous Players-Lasky................
Loew’s Inc. (including MetroGoldwyn Pictures)....................
Fox Film........................................
First National Pictures................
Universal Pictures........................
Warner Brothers...........................
Pathé Exchange............................

Inventories
including
advances to
other producers
$19,100,000

Per
cent.
to total
22

78,810,000
26,650,000
15,080,000
14,190,000
10,550,000
8,880,000

18,810,000
8,550,000
7,180,000
7,410,000
4,920,000
5,000,000

24
32
48
52
47
56

$242,300,000

$70,970,000

29

Total assets
(exclusive
of goodwill)
$88,140,000

Inventories consist principally of the following:
Productions completed and released (negatives)
Productions completed not yet released (negatives)
Positive prints—productions released
Positive prints—productions not yet released
Productions in process (negatives)
Positive prints in process
Studio raw materials and supplies:
Lumber, hardware, paints, cloth, raw film, electrical
supplies, etc.
Rights to books, plays and stories
Scenarios and continuities
Advertising accessories

Advances to other producers may also be considered as in
ventory, because in most cases they represent a guaranteed mini
mum amount to be recovered only out of the other producers’
share of rentals of the picture being distributed for him by the
company making the advance.
By far the greater part of the inventories is included in the
first four items which compose the finished-goods account:
productions completed and released and productions completed
not yet released (value of negatives), and positive prints of
productions released and of productions not released.
It is customary to think of inventories in terms of cost or
market, whichever is lower, but in attempting to apply this method
of valuation to the huge stock of the picture producers the method
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fails. Inspection of the inventory shows thousands of strips
of celluloid film consisting of tiny photographs, with negative
images, packed away in reels in fireproof vaults; others with
positive images located at exchanges in all the important centers
of distribution throughout the world. The negative is rarely
taken from storage, and then only to permit positives to be made
from it. The positive reels are constantly sent out from ex
changes to the theatres, run through the projection machines of
the exhibitors, returned to the exchanges, inspected and repaired,
stored and sent out again on other round trips. They are rented
for a night or a week, or in some few instances for a longer period;
they are not sold. But there is sold, as it unfolds itself before
the eyes of those viewing the images cast on the screen, the tale
of romance represented by the thousands of tiny photographs
contained in the positive strip. The more persons who view this
tale, the less there will be who will pay to view it in the future.
Thus, as time goes on the particular tale becomes less and less
a source of income, until finally it ceases to attract.
The product of the motion-picture “factory” is, therefore,
nothing more than a strip of developed negative film several
thousand feet in length from which positive copies (prints) may
be made for use in the projection machines of the exhibitors.
Condensed into this strip are enormous sums expended for salaries
and wages, for lumber, hardware, properties, costumes, etc.,
and for the fixed charges of the studio. Without discussing
the details of cost-finding, it is sufficient to say that the studios
compile expenditures for salaries, wages, materials, properties,
studio overhead, etc., entering into pictures to arrive at the total
cost of each picture. This total then becomes the cost of the
negative film as finally exposed, developed, cut and titled, and
for practical purposes becomes the cost of the particular produc
tion. For purposes other than the making of positives to be
exhibited in the theatres, the negative is worth tangibly only the
scrap value of the celluloid. But for the purpose of exhibiting
the positives, its worth is actually measured by the income it will
produce. This is of course an intangible value, impossible of
correct measurement. If the picture is a “great hit” it may
earn in rentals five to ten times its cost; if a “flop” it may bring
in much less than its cost. Theoretically, therefore, an appraisal
based on anticipated earnings is the only way of measuring the
real value of a picture. Obviously, this is impracticable and is
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contrary to good accounting principles which require that profits
shall not be taken on the books until earned. In practice, the
method generally followed is cost, less a proportion of such cost
written off on the basis of the length of time the picture has
been released. In this way the entire value is gradually extin
guished so that when a picture has lived its normal life, no
further amount is carried for it in the balance-sheet. The
proportion to be written off is not arbitrarily determined but is
fixed by scientific methods. Herein lies an interesting field of
statistical compilation. Just as life-insurance companies from
averaging their experience records build up mortality tables for
different groups and occupations showing the normal span of
human life and what the average expectancy is, so the motion
picture producers from their experience build up tables of the
normal life of the different kinds of motion pictures. Similarly,
tables are sometimes formulated of the average earning power of
men at different ages by groups; for example, men who are college
graduates, those who are high-school graduates, and those who
are only grammar-school graduates. So also from their fund of
experience, motion-picture producers can tabulate and average
what pictures of different classes have earned in the first month
of their lives, the second month and so on until their earning power
has ceased. Then what is more logical than that as the life and
earning power of a picture ebb its worth correspondingly de
creases? From the inventory viewpoint the original cost is
reduced by the proportion of earning power which has lapsed,
leaving to be expressed in the balance-sheet only the residual
amount. Of course each producer’s experience varies, dependent
to a great extent on the general quality of the product, the method
of distribution and principally on the exhibition outlets. By
this is meant" first run ” situations, i. e., the leadingmovie theatres
in principal cities where the picture is exhibited at high admission
prices, which in addition has the effect of giving the picture the
mark of quality and carries valuable advertising power when
booked in smaller and lower-priced houses.
The following table shows the rates used by several representa
tive companies in writing off the cost of productions and the re
sidual value carried in inventory. It is interesting because it
shows comparatively the experience of these companies and in
dicates graphically how, on the average, pictures gradually pick
up in earning power after the first month, reaching their maximum
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in the second or third month and quickly tapering off in the
fourth and fifth months until by the end of the sixth month from
60 per cent. to 70 per cent. of earning value has elapsed, and by
the end of the year 85 per cent. to 90 per cent. has been realized.
Company A

Company B

Company C

Company D*
Per cent.

Per cent.

Per cent.

Per cent.

of cost

Residual

of cost

Residual

of cost

Residual

of cost

Residual

Periods

written

inven-

written

inven-

written

inven-

written

inven-

of four

off each

tory

off each

tory

off each

tory

off each

tory

weeks each

period

value

period

value

period

value

period

value

8

92

16

84

13

79

18

66
51

First year
1.....

3

97

13

86

2.....

11

86

17¾

68¾

3.....

15

71

15¼

53½

14

65

15

4.....

13

58

9

44

12

53

12

39

5.....

11

47

6½

38

9

43

8

31

6.....

8

39

5

33

8

36

5

26

7.....

6

33

4

29

6

30

3

23

8.....

5

27

3½

25

6

24

3

20

9.....

3

25

3¼

22¼

4

20

2

18

10.....

3

22

3

19¼

3

17

2

16

11.....

2

20

2¾

16½

3

14

2

14

12.....

2

18

2½

14

3

11

2

12

13.....

2

16

1

13

2

9

—

—

14.....

2

14

1

12

2

7

1

11

15.....

2

12

1

11

2

5

1

10

16.....

2

10

1

10

1

4

1

9

17.....

1

9

1

9

1

3

1

8

18.....

1

8

1

8

1

2

1

7

19.....

1

7

1

7

1

1

1

6

1

0

Second year

20.....

1

6

1

6

1

5

21.....

1

5

1

5

1

4

22.....

1

4

1

4

1

3

23.....

1

3

1

3

1

2

24.....

1

2

1

2

1

1

25.....

1

1

1

1

1

0

26.....

1

0

1

0

—

—

* Months instead of periods.

Policies of depreciation of picture cost, as announced in applica
tions to the committee on stock list, are as follows:
Famous Players-Lasky—eighty per cent. of cost assigned to
United States and Canadian business; 20 per cent. to foreign.
United States and Canada written off, 60 per cent. in three months
after release; 90 per cent. in one year; 100 per cent. in two years.
Foreign written off in two years. Positives within two years.
Loew’s Incorporated and Metro-Goldwyn Pictures—After re
lease, negatives and positives:
Weeks
12...................................
24...................................
36...................................

Per cent.
35
64
80

Weeks
52...................................
68...................................
80...................................

175

Per cent.
91
97
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Fox Film—Regular releases, negatives and positives, 100 per
cent. in 40 weeks; comedies in 48 weeks; news in 12 weeks.
First National—Regular releases, negatives and positives, 88
per cent, in first year; 12 per cent, in second year; comedies 100
per cent, in first year.
Universal Pictures—Written off on release. Application to
list dated August 17, 1925, states: “Released film is carried at
cost as of May 19, 1918, plus $22,500 since. All other film has
been charged off as released since May 19, 1918.”
Warner Brothers:
Negatives, after release
6 weeks. ... 20%
16 weeks. ... 50%
40 weeks. ... 80%
59 weeks. ... 90%
82 weeks. ... 100%

Positives, after release
6 weeks. ... 23%
16 weeks. ... 58%
28 weeks. ... 81%
40 weeks. ... 94%
52 weeks. ... 100%

Pathé Exchange—Negatives and positives, 98 per cent, in first
12 months; 2 per cent. in next two months.
With the rapid increase in foreign business occurring in the past
few years, the practice has grown of assigning part of the cost to
foreign business and especially writing the cost off against this
business in order to determine the foreign profit or loss separately,
as exemplified by the method of Famous Players-Lasky. In such
cases the write-down of the foreign portion begins when release
is made in foreign territory, usually two or three months after re
lease in the United States.
“Advances to other producers” is a large item of inventory of
those companies principally engaged in distributing the product
of others. The ratios of such advances to total inventory for the
companies mentioned are as follows:
Famous Players-Lasky.......
4⅔%
Loew’s Inc. and Metro-Goldwyn.............
4¾%
Fox Film..........................................................
None
First National Pictures.............................. 68⅓%
Universal Pictures..........................................
None
Warner Brothers.........................................
2 ⅔%
Pathé Exchange............................................. 79½%

Ordinarily, these advances are reduced by the first returns to the
independent producer who contracts that the distributing com
pany may retain his share of the rentals (usually 65 per cent. or 70
per cent. of the gross rentals) to recoup the advance. When the
advance is cleared, the split usually becomes 50 per cent. to the
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producer and 50 per cent. to the distributor. It will be observed
that if the picture is a success the advance will quickly clear,
leaving the distributor with a valuable asset not reflected in the
balance-sheet. On the contrary, if the picture is a failure and
does not earn out the advance the distributor may have to write
off the loss. In such cases it is customary to provide a reserve in
the balance-sheet when stating these advances which, while
ordinarily a round figure, may be scientifically arrived at by ref
erence to the experience table. For example, if when compared
with this table a picture is found to have earned 60 per cent. of its
expected gross for the period of time it has been released, and as a
matter of fact only 50 per cent. of the original advance has been
repaid, then a reserve for 10 per cent. is provided to cover the
expected loss.
As indicated by the tabulations on pages 175 and 176, the prac
tice of writing down positive prints varies. Several of the com
panies write them off over the same life and on the same percentage
as negatives; others write them off over a shorter life. The cost of
positives is represented by the raw film used and the labor, over
head, etc., of the laboratory in exposing the sensitized film to the
negative, and in developing, fixing and drying the completed prints.
The life of a positive print is short. It gets scratched, "rainy”
and cracked, and although carefully inspected after each use and
frequently cleaned, it soon becomes unfit for showing. Further
more, breakage and damage from the sprocket wheels of projectors
necessitate constant replacement of portions of the film. Posi
tives in fairly active use do not live through the earning life of
the picture. Since in most instances positives are in more active
demand during the first six or eight months of a picture’s life, it is
the practice to print the required number of sets at release, sub
sequent replacements being made out of the less active sets of
prints, as far as possible. Of course, as the demand for the pic
ture decreases, infrequent use may extend the life of any one set
of positives—as repaired and replaced—over the life of the picture.
The residual value of any such prints, however, no matter in how
good condition, is nothing more than the scrap value of the
celluloid. However, as the earning power of the prints is the real
test of asset value, just as it is with the negative, the practice of
writing off the first sets over the life of the picture, meanwhile
charging repairs and replacements to operating expense, is con
sidered acceptable and proper accounting.
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Studio raw materials and supplies are valued in the same
manner as the raw materials and supplies of other industries, that
is, at cost or market, whichever is lower. In making pictures,
however, there exists the unique situation of the company having
“consumed” many thousands of feet of lumber, as well as hard
ware, furnishings, costumes, etc., to manufacture sets and yet
having them all still on hand and almost as good as new when the
picture is completed. Much of the left-over materials may be
used in subsequent pictures. Some companies carry such ma
terials without value, while others place “second-hand” values
on them when taking their annual physical inventory. Studio
properties, such as house furniture, carpets, draperies, etc., used
in furnishing sets, as well as costumes, are not carried as inventory
but as part of the fixed assets of the studio under the classifica
tion of equipment.
Rights to books, plays and stories mount to substantial figures,
as in many instances $100,000 and more may be paid for the rights
to one successful play or book. Producers usually acquire more
rights than they can use; styles in pictures change and closer
study frequently reveals that a particular story is not suitable.
When a right is used, it is absorbed into the cost of the production.
If not used within a few years, and if no resale can be made, such
rights are written off from the inventory account. Many rights
are owned by the older companies for which no value is reflected,
as pictures have been made, released and entirely written off. It
frequently happens that after the lapse of years the same picture
may be re-issued or the same story made again into a picture.
The scenarios-and-continuities account contains the cost of the
work of experienced screen-writers in arranging the story in all its
details in advance of the work of the director and photographer.
When the picture is made this cost is absorbed into the production
cost. If abandoned, the cost is written off.
Advertising accessories are inventoried at cost. These ac
cessories consist of lithographed posters to set up before the
theatres and on billboards; photographs of scenes in the picture
and of the players to be placed in the lobbies; cuts of scenes and
players for newspaper advertising, etc. They are sold to the
exhibitors at a small profit. Some advertising matter distributed
gratis is written off as used. Should an overstock exist for a
picture which is a failure or is nearing the end of its life, then such
overstock is reduced to scrap value.
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The motion picture is reaping its financial reward. Not only
does it fill a void in the emotional life of mankind in this highly
civilized machine age, but it has the additional magic touch of
bringing the whole world to the feet of the movie-goer. Macaulay
wrote: “Of all inventions, the alphabet and the printing press
alone excepted, those that have shortened distance have done the
most for humanity.” He thought of the application of steam to
land and sea travel, little dreaming of that system of shortening
distances which instead of carrying the individual person to far
places and peoples, brings those places and peoples to him.
Valuing these travelogue-romances and their constituents is the
inventory problem the producer has in presenting his accounts
properly. The principles outlined in this article have gradually
come to be considered the correct basis for stating his accounts
and are followed generally in the industry.
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